
CQMMOmAETH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

* * * * *  
I n  t h e  Matter o f :  

ADJUSTMENT OF RATES OF THE 
SARGENT & STURGEON BUILDERS, INC. ) CASE EO. 8238 

O R D E R  

On May 12, 1 9 8 1 ,  S a r g e n t  and S t u r g e o n  B u i l d e r s ,  I n c .  

("Sargent") filed with t h i s  Commission its no t i ce  of ad- 

j u s t m e n t s  of sewage s e r v i c e  rates of Garden  Heights S u b d i -  

v i s i o n  T r e a t m e n t  P l a n t  ( "Garden  Heights") a n d  G a r d e n s i d e  

Subdivision T r e a t m e n t  P l a n t  ( " G a r d e n s i d e " )  t o  become effective 

on June  2, 1981. The proposed rates of Garden  H e i g h t s  would  

p r o d u c e  a n n u a l  o p e r a t i n g  r e v e n u e s  of $15,732, a n  i n c r e a s e  of 

$9,522 or 153% o v e r  n o r m a l i z e d  test y e a r  revenue. T h e p r o p o s e d  

rates of G a r d e n s i d e  would p r o d u c e  a n n u a l  operat ing r e v e n u e  of 

$36,883, a n  i n c r e a s e  of $19,255 o r  109% o v e r  normalized test 

y e a r  r e v e n u e .  S a r g e n t  s t a t e d  t h a t  t h e  p r o p o s e d  increases 

were n e c e s s a r y  d u e  to t h e  f ac t  t h a t  i t  c o u l d  n o  longer  absorb 

t h e  o p e r a t i n g  a n d  management e x p e n s e s  i n c u r r e d  -bythe t r e a t m e n t  

p l a n t s .  

On June 1, 1981, the C o m m i s s i o n  i s s u e d  a n  Order which 

suspended the proposed ra te  i n c r e a s e s  fo r  a p e r i o d  of' 5 

months, or  u n t i l  November 2 ,  1981. On Augus t  11, 1981, t h e  

Commiss ion  i s s u e d  a n  O r d e r  d i r e c t i n g  S a r g e n t  t o  provide  not ice  



t o  its customers of the pyoposed rate increases and t h e  hear- 

ing  s c h e d u l e d  f o r  Sep tember  1 1 ,  1981. 

On May 15, 1981, t h e  Consumer P r o t e c t i o n  D i v i s i o n  i n  

t h e  O f f i c e  of t h e  A t t o r n e y  G e n e r a l  f i l e d  a motion t o  i n t e r v e n e  

i n  t h i s  p r o c e e d i n g , w h i c l ,  w a s  s u s t a i n e d .  N o  othe? p a r t i e s  of 

i n t e r e s t  f o r m a l l y  i n t e r v e n e d ,  a l t h o u g h  s e v e r a l  l e t te rs  a n d  

p e t i t i o n s  w e r e  f i l e d  i n  o p p o s i z i o n  t o  t h e  p r o p o s e d  increase.  

The h e a r i n g  was c o n d u c t e d  as s c h e d u l e d  a t  the Commiss ion ' s  

o f f i c e s  i n  F r a n k f o r t ,  Ken tucky ,  w i t h  a l l  par t ies  of record 

a t t e n d a n c e .  

COMMENTARY 

i n  

Garden H e i g h t s  and  G a r d e n s i d e  are owned and  operated by 

Sargent i n  D a v i e s s  Coun ty ,  Ken tucky ,  and p r o v i d e  sewage t r e a t m e n t  

service t o  115 and 226 c u s t o m e r s ,  r e s p e c t i v e l y .  S a r g e n t  is a 

corporation e n g a q e d  in t h e  b u s i n e s s  of d e v e l o p i n g  and  managing  

r e s i d e n t i a l  subdivisions, including t h e  management and  o p e r a t i o n  

of t h e  s u b d i v i s i o n s '  sewage t r e a t m e n t  f a c i l i t i e s .  

TEST YEAR 

S a r g e n t  proposed a n d  t h e  C o m m i s s i o n  has accepted t h e  

12 mon ths  e n d i n g  F e b r u a r y  28, 1 9 8 1 ,  as the test  y e a r  f o r  

d e t e r m i n i n g  t h e  r e a s o n a b l e n e s s  of t h e  p r o p o s e d  rates. I n  

utilizing t h e  h i s t o r i c  test y e a r ,  t h e  Commission has g i v e n  

full c o n s i d e r a t i o n  t o  known a n d  m e a s u r a b l e  c h a n g e s  w h e r e  

appropriate. 

- 2 -  



REVENUES REQUIREMENTS - GARDEN HEIGHTS 
S a r g e n t  p r o p o s e d  s e v e r a l  a d j u s t m e n t s  to the test year 

o p e r a t i n g  e x p e n s e s  of Garden  H e i g h t s  a s  r e f l e c t e d  on Exhib i t  

10(b ) .  The Cammission f i n d s  t h e  a d j u s t m e n t s  t o  be p r o p e r  and 

a c c e p t a b l e  for rate-making purposes with the f o l l o w i n g  rnodif i c s t i o n s :  

(1) S a r g e n t  d i d  n o t  n o r m a l i z e  r e v e n u e  t o  reflect year- 

e n d  c u s t o m e r s .  The Commission has, t h e r e f o r e ,  i n c r e a s e d  

r e v e n u e s  by $99 t o  ref lect  t h e  115 c u s t o m e r s  at test  year -end .  

(2) S a r g e n t  proposed adjus tments  totaling $554 t o  

p u r c h a s e d  w a t e r ,  a c c o u n t i n g  f e e s ,  t e s t i n g  a n d  c h e m i c a l s ,  s l u d g e  

h a u l i n g ,  a n d  r e p a i r s  a n d  m a i n t e n a n c e ,  based  o n  a n  a n t i c i p a t e d  

i n f l a t i o n  rate of 10%. The Commission is of t h e  o p i n i o n  t h a t  

adJustments of t h i s  type are a r b i t r m y  i n  n a t u r e . a n d  do n o t  

r e a s o n a b l y  p r o j e c t  t h e  l e v e l  of expense t h a t  may b e  i n c u r r e d  

i n  t h e  f u t u r e .  T h e r e f o r e ,  these adjustments h a v e  n o t  been 

a l l o w e d  for r a t e - m a k i n g  p u r p o s e s .  

(3) S a r g e n t  proposed a n  adjustment of $457 t o  manage- 

ment e x p e n s e s  b a s e d  o n  a n  a n t i c i p a t e d  i n f l a t i o n  rate of 10%. 

For t h e  r e a s o n  set o u t  i n  a d j u s t m e n t  no. 2 ,  t h i s  i n c r e a s e  

has l i k e w i s e  n o t  been a l l o w e d  for r a t e - m a k i n g  purposes. 

Furthermore, t h e  Commission h a s  r e d u c e d  the test year expenses  

by $ 1 , 4 4 5  to ref lect  t h c  e l i m i n a t i o n ,  for rate-making purposes, 

of o n e - h a l f  of t h e  s a l a r y  and t r a v e l  expense  of hlr. S a r g e n t  for 

i n s p e c t i o n  of t h e  t r e a t m e n t  p l a n t s .  The Commission is  of t h e  

o p i n i o n  t h a t  once-a-day i n s p e c t i o n s  s h o u l d  provide for s u f f i c i e n t  
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main tenance  and o p e r a t i o n  of t h e  treatment p l a n t s ,  and t h a t  Mr. 

Sargent's twice d a i l y  i n s p e c t i o n s  are n o t  essent ia l  t o  a n  ef- 

f i c i e n t  o p e r a t i o n  and s h o u l d  not be allowed f o r  r a t e - m a k i n g  pu rposes  

herein. T h e e o n m i s s i o n  is of t h e  o p i n i o n  t h a t  management a n d  

c le r ica l  salaries s h . m l d  be allocated b a s e d  on t h e  number of 

customers served by Garden Heights to t h e  total customers of 

both sewage  treatment p l a n t s .  T r a v e l  e x p e n s e s  h a v e  been 

charged t o  Garden  H e i g h t s  based o n  t h e  d i s t a n c e  t rave led  

which  is a p p r o x i m a t e l y  o n e - h a l f  of t h e  t o t a l  d i s t a n c e .  

( 4 )  Sargent  o r i g i n a l l y  p r o j e c t e d  $1,300 i n  rate case 

expense f o r  Garden Heights to be amortized over 2 years a t  

$65G per  y e a r .  S a r g e n t  a l so  p r o j e c t e d  $100 as m i s c e l l a n e o u s  

expense t o  cover t h e  cost of p r i n t i n g  and c o p y i n g  documents 

r e q u i r e d  for  t h e s e  p r o c e e d i n g s .  Based  o n  t h e  c o m p i l a t i o n  o f  

p r o f e s s i o n a l  f e e s  a n d  r e l a t e d  e x p e n s e s  f i l e d  on  Sep temSer  

21, 1981, the Commission, u t i l i z i n g  a n  amortization p e r i o d  of 

3 y e a r s  for a l l  rate case e x p e n s e s ,  w i l l  a l l o w  t h e  pro- 

p o s e d  a n n u a l  ra te  case e x p e n s e  of $ 6 5 0 ,  which  i n c l u d e s  p r i n t i n g  

a n d  c o p y i n g  costs. 

The net effect of all a d j u s t m e n t s  t o  the o p e r a t i n g  

statement of Garden Heights is a s  follows: 

A c t u a l  Pro fo rma  Adjus ted  
T e s t  Year A d j u s t m e n t s  T e s t  P e r i o d  

O p e r a t i n g  Revenue $ 6,111 $ 6,210 
11 796 O p e r a t i n g  E x p e n s e s  

Net Income K z 2 z a  
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The Commission f i n d s  t h a t  Garden H e i g h t s  s h o u l d  be 

allowed an i n c r e a s e  i n  r e v e n u e s  s u f f i c i e n t  t o  p r o d u c e  a n  

o p e r a t i n g  r a t i o  of 88%. T h e r e f o r e ,  t h e  r e v e n u e s  of Garden  

H e i g h t s  s h o u l d  be i n c r e a s e d  by $7,195 a n n u a l l y  t o  a c h i e v e  the 

r e q u i r e d  r a t io .  

REVENUE REQUIREMENTS - GARDENSIDE 
S a r g e n t  p r o p o s e d  s e v e r a l  a d j u s t m e n t s  t o  t h e  test  y e a r  

o p e r a t i n g  e x p e n s e s  of G a r d e n s i d e  as  r e f l e c t e d  o n  E x h i b i t  10(a). 

The Commission f i n d s  t h e  a d j u s t m e n t s  t o  be p r o p e r  and acceptable 

f o r  r a t e -mak ing  purposes w i t h  t h e  f o l l o w i n g  m o d i f i c a t i o n s :  

(1) S a r g e n t  did n o t  n o r m a l i z e  r e v e n u e  to reflect year- 

e n d  customers. The Commission h a s ,  t h e r e f o r e ,  increased revenues 

by $1,908 t o  r e f l e c t  226 yea r -end  customers. 

( 2 )  S a r g e n t  proposed a d j u s t m e n t s  t o t a l i n g  $1,365 t o  

p u r c h a s e d  w a t e r ,  a c c o u n t i n g  f e e s ,  t e s t i n g  a n d  c h e m i c a l s ,  s l u d g e  

h a u l i n g ,  a n d  repairs  a n d  m a i n t e n a n c e ,  based on  a n  a n t i c i p a t e d  

i n f l a t i o n  ra te  of 10%. The Commission is of t h e  o p i n i o n  t h a t  

a d j u s t m e n t s  of t h i s  t y p e  are a r b i t r a r y  i n  n a t u r e  a n d  do n o t  

r e a s o n a b l y  project  t h e  l e v e l  of e x p e n s e  t h a t  may be i n c u r r e d  

i n  t h e  f u t u r e .  T h e r e f o r e ,  these a d j u s t m e n t s  h a v e  n o t  been 

a l l o w e d  f o r  r a t e - m a k i n g  p u r p o s e s .  

(3) S a r g e n t  p r o p o s e d  an  a d j u s t m e n t  of $931 t o  manage- 

m e n t  expense based on  a n  a n t i c i p a t e d  i n f l a t i o n  rate of 10%. 

For t h e  r e a s o n s  set o u t  i n  a d j u s t m e n t  n o .  2, t h i s  i n c r e a s e  

h a s  n o t  been  a l l o w e d  f o r  r a t e - m a k i n g  p u r p o s e s .  F u r t h e r m o r e ,  

t h s  Commission h a s  r e d u c e d  t h e  test  y e a r  e x p e n s e  by $4 ,164  
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t o  reflect t h e  e l f m i n a t i o n ,  f o r  r a t e - m a k i n g  p u r p o s e s ,  of one -  

h a l f  of t h e  s a l a r y  a n d  t r a v e l  e x p e n s e  of M r .  S a r g e n t  f o r  i n -  

spection of the treatment plants. The Commission is of t h e  

o p i n i o n  t h a t  once-a-day i n s p e c t i o n s  s h o u l d  provide f o r  s u f -  

f i c i e n t  o p e r a t i o n  and maintenance of the treatment p l a n t s ,  

and t h a t  M r .  S a r g e n t ' s  t w i c e  d a i l y  i n s p e c t i o n s  are not 

essent ia l  to an e f f i c i e n t  o p e r a t i o n  a n d ,  t h e r e f o r e ,  s h o u l d  

n o t  be allowed for r a t e - m a k i n g  purposes h e r e i n .  The Com- 

m i s s i o n  is of t h e  o p i n i o n  t h a t  management sa la r ies  a n d  

c ler ical  sa la r ies  should be a l l o c a t e d  b a s e d  OR t h e  number of 

customers served by G a r d e n s i d e  t o  t h e  total c u s t o m e r s  of b o t h  

treatment p l a n t s .  Trave l  expenses have been c h a r g e d  t o  Garden- 

s i d e  b a s e d  on t h e  d i s t a n c e  t r a v e l e d  wh ich  is a p p r o x i m a t e l y  one- 

h a l f  of t h e  total  d i s t a n c e .  

( 4 )  S a r g e n t  o r i g i n a l l y  p r o j e c t e d  $2,600 i n  rate case 

e x p e n s z  fo r  G a r d e n s i d e  t o  be a m o r t i z e d  over 2 y e a r s  a t  $1,300 

p e r  y e a r .  Sargent  a lso p r o j e c t e d $ 1 0 0  as m i s c e l l a n e o u s  e x p e n s e  

t o  c o v e r  t h e  cost of p r i n t i n g  a n d  c o p y i n g  documen t s  r e q u i r e d  

for these proceedings. Based on t h e  C o m p i l a t i o n  of p r o f e s s i o n a l  

fees and related e x p e n s e s  f i l e d  S e p t e m b e r  21 ,  1981, t h e  Com- 

m i s s i o n ,  u t i l i z i n g  a n  amortization period of 3 y c a m ,  will 

a l l o w  the proposed a n n u a l  rate case expense  of $ 1 , 3 0 0 ,  which 

i n c l u d e s  p r i n t i n g  and  c o p y i n g  costs .  

( 5 )  Sargent p r o p o s e d  a n  a d j u s t m e n t  of $1,979 t o  m a i n t e -  

nance expense to reflect the  projected $2,000 cost of c l e a n i n g  

and p a i n t i n g  t h e  tanks a t  the Gardenside plant  si te .  Based on 



t h e  b i d  re e ived ,  the actual cost t o  clean and p a i n t  t h e  t a n k s  

is $1,850. For  r a t e - m a k i n g  purposes,  t h e  Commission is of t h e  

o p i n i o n  t h a t  t h i s  is a capi ta l  expenditure which should be 

amortized over a p e r i o d  of 10 y e a r s , w h i c h  r e s u l t s  i n  an annual 

e x p e n s e  09 $185. The Commission has ,  t h e r e f o r e ,  r e d u c e d  t h e  

p roposed  adjustment by $1,815. 

The n e t  effect of a l l  a d j u s t m e n t s  t o  t h e  o p e r a t i n g  state- 

ment of G a r d e n s i d e  is as follows: 

Actual  Pro Forma Adjusted 
Test Period A d j u s t m e n t s  T e s t  Period 

Operating Revenue $ 15,724 $ 1,904 $ 17,628 
Operating Expenses 27,830 (1 918) 25 912 
N e t  Income $( 12,106) $- 

The  Commission f i n d s  t h a t  G a r d e n s i d e  should  be al lowed a n  

i n c r e a s e  i n  r e v e n u e s  s u f f i c i e n t  t o  p r o d u c e  a n  o p e r a t i n g  r a t i o  of 

88%. T h e r e f o r e ,  the revenues of G a r d e n s i d e  should be i n c r e a s e d  

by $11,817 a n n u a l l y  t o  a c h i e v e  t h e  required r a t i o .  

SUMMARY 

The Commission, a f te r  c o n s i d e r a t i o n  of t h e  e v i d e n c e  of 

record and b e i n g  a d v i s e d ,  ::inds t h a t :  

(1) The rates i n  t h e  attached Appendix A and Appendix  B 

are t h e  f a i r ,  j u s t  a n d  r e a s o n a b l e  rates for Garden  Heights and 

G a r d e n s i d e  S u b d i v i s i o n  T r e a t m e n t  Plants, r e s p e c t i v e l y .  

( 2 )  The  ra tes  proposed would produce r e v e n u e  i n  excess 

of t h a t  fcund t o  be rea..sonable herein for both sewage t r e a t m e n t  

p l a n t s  a n d ,  therefore, must be denied upon a p p l i c a t i o n  of 

KRS 278.030. 
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(3) S a r g e n t  s h a l l ,  i n  f u t u r e  rate p r o c e e d i n g s ,  f i l e  

s e p a r a t e  a p p l i c a t i o n s  f o r  e a c h  i n d i v i d u a l  sewage treatment p l a n t .  

I T  IS THEREFORE ORDERED t h a t  t h e  ra te  i n  Appendix A ,  

a t t a c h e d  h e r e t o  and  made a p a r t  h e r e o f ,  is approved  f o r  service 

r e n d e r e d  by Garden  H e i g h t s  S u b d i v i s i o n  T r e a t m e n t  P l a n t  o n  and 

a f te r  t h e  date of t h i s  O r d e r .  

I T  IS FURTHER ORDERED that t h e  rate p r o p o s e d  f o r  Garden 

H e i g h t s  S u b d i v i s i o n  T r e a t m e n t  P l a n t  is hereby d e n i e d .  

IT IS FURTHER ORDERED t h a t  t h e  ra te  i n  Appendix B ,  attached 

h e r e t o  and  made a pa r t  h e r e o f ,  is approved  for s e r v i c e  r e n d e r e d  

by G a r d e n s i d e  S u b d i v i s i o n  T r e a t m e n t  P l a n t  o n  and  a f t e r  t h e  d a t e  

of t h i s  O r d e r .  

IT IS FURTHER ORDERED that t h e  ra te  proposed for G a r d e n s i d e  

S u b d i v i s i o n  T r e a t m e n t  P l a n t  is h e r e b y  d e n i e d .  

IT IS F U R T K m  ORDERED t h a t  S a r g e n t  and  S t u r g e o n  B u i l d e r s ,  

I n c . ,  s h a l l  f i l e  w i t h  t h i s  C o m m i s s i o n  w i t h i n  30 days f rom t h e  

d a t e  of t h i s  O r d e r  r e v i s e d  t a r i f f  sheets s e t t i n g  o u t  the rates 

approved h e r e i n .  

Done at F r a n k f o r t ,  Kentucky,  t h i s  28th d a y  of October, 1981 

ATTEST : 

S e c r e t a r y  

PUBLIC SERVICE COMMISSION, 

& 
V Chairman R 

i l o n t m i s s i  oncr 



APPENDIX A 

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE 
COMMISSION IN CASE NO. 8238 DATED OCTOBER 28, 
1.981 

The following rates are prescribed €or a l l  customers i n  the 

area served by Sargent and Sturgeon Builders, Inc., Garden 

Heights Subdivision. A l l  other rates and charges not s p e c i f i c a l l y  

mentioned herein shall remain the same as those in effect p r l o r  to 

the date of this  Order. 

RATES: Monthly 

Customer Category 

Single Family Residential $ 9. 71 



APPENDIX B 

APPENDIX TO AN ORUER OF THE PUBLIC SERVICE 
COMMISSION IN CASE NO. 8238 DATED OCTOBER 28, 
1981 

The following rates are p r e s c r i b e d  for all customers in the 

area served by Ssrgent and Sturgeon Builders, I n c . ,  Gardens ide  

Subdivision. 

mentioned herein shall remain the same as those in effect 

All other rates and charges not s p e c i f i c a l l y  

prior to the date of this Order. 

RATES: Monthly 

Cus toner Category 

Single Family Residential $ 10.S6 


